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(iv) Acquisition of a loan to an affiliate. 
A member bank purchases from a non-
affiliate a fixed-rate loan to an affil-
iate. The loan has an outstanding prin-
cipal amount of $100 but, due to move-
ments in the general level of interest 
rates since the time of the loan’s origi-
nation, the member bank is able to 
purchase the loan for $90. The member 
bank initially must value the credit 
transaction at $90 (and must ensure 
that the credit transaction complies 
with the collateral requirements of 
§ 223.14 at the time of its acquisition of 
the loan). 

(b) Timing—(1) In general. A member 
bank engages in a credit transaction 
with an affiliate at the time during the 
day that: 

(i) The member bank becomes legally 
obligated to make an extension of cred-
it to, issue a guarantee, acceptance, or 
letter of credit on behalf of, or confirm 
a letter of credit issued by, an affiliate; 

(ii) The member bank enters into a 
cross-affiliate netting arrangement; or 

(iii) The member bank acquires an 
extension of credit to, or guarantee, ac-
ceptance, or letter of credit issued on 
behalf of, an affiliate. 

(2) Credit transactions by a member 
bank with a nonaffiliate that becomes an 
affiliate of the member bank. 

(i) In general. A credit transaction 
with a nonaffiliate becomes a covered 
transaction at the time that the non-
affiliate becomes an affiliate of the 
member bank. The member bank must 
treat the amount of any such credit 
transaction as part of the aggregate 
amount of the member bank’s covered 
transactions for purposes of deter-
mining compliance with the quan-
titative limits of §§ 223.11 and 223.12 in 
connection with any future covered 
transactions. Except as described in 
paragraph (b)(2)(ii) of this section, the 
member bank is not required to reduce 
the amount of its covered transactions 
with any affiliate because the nonaffil-
iate has become an affiliate. If the non-
affiliate becomes an affiliate less than 
one year after the member bank enters 
into the credit transaction with the 
nonaffiliate, the member bank also 
must ensure that the credit trans-
action complies with the collateral re-
quirements of § 223.14 promptly after 
the nonaffiliate becomes an affiliate. 

(ii) Credit transactions by a member 
bank with a nonaffiliate in contemplation 
of the nonaffiliate becoming an affiliate of 
the member bank. Notwithstanding the 
provisions of paragraph (b)(2)(i) of this 
section, if a member bank engages in a 
credit transaction with a nonaffiliate 
in contemplation of the nonaffiliate be-
coming an affiliate of the member 
bank, the member bank must ensure 
that: 

(A) The aggregate amount of the 
member bank’s covered transactions 
(including any such credit transaction 
with the nonaffiliate) would not exceed 
the quantitative limits of § 223.11 or 
223.12 at the time the nonaffiliate be-
comes an affiliate; and 

(B) The credit transaction complies 
with the collateral requirements of 
§ 223.14 at the time the nonaffiliate be-
comes an affiliate. 

(iii) Example. A member bank with 
capital stock and surplus of $1,000 and 
no outstanding covered transactions 
makes a $120 unsecured loan to a non-
affiliate. The member bank does not 
make the loan in contemplation of the 
nonaffiliate becoming an affiliate. Nine 
months later, the member bank’s hold-
ing company purchases all the stock of 
the nonaffiliate, thereby making the 
nonaffiliate an affiliate of the member 
bank. The member bank is not in viola-
tion of the quantitative limits of 
§ 223.11 or 223.12 at the time of the stock 
acquisition. The member bank is, how-
ever, prohibited from engaging in any 
additional covered transactions with 
the new affiliate at least until such 
time as the value of the loan trans-
action falls below 10 percent of the 
member bank’s capital stock and sur-
plus. In addition, the member bank 
must bring the loan into compliance 
with the collateral requirements of 
§ 223.14 promptly after the stock acqui-
sition. 

§ 223.22 What valuation and timing 
principles apply to asset purchases? 

(a) Valuation—(1) In general. Except 
as provided in paragraph (a)(2) of this 
section, a purchase of an asset by a 
member bank from an affiliate must be 
valued initially at the total amount of 
consideration given (including liabil-
ities assumed) by the member bank in 
exchange for the asset. The value of 

VerDate Aug<31>2005 14:53 Mar 03, 2008 Jkt 214037 PO 00000 Frm 00107 Fmt 8010 Sfmt 8010 Y:\SGML\214037.XXX 214037eb
en

th
al

l o
n 

P
R

O
D

P
C

74
 w

ith
 C

F
R



98 

12 CFR Ch. II (1–1–08 Edition) § 223.23 

the covered transaction after the pur-
chase may be reduced to reflect amor-
tization or depreciation of the asset, to 
the extent that such reductions are 
consistent with GAAP. 

(2) Exceptions. (i) Purchase of an exten-
sion of credit to an affiliate. A purchase 
from an affiliate of an extension of 
credit to an affiliate must be valued in 
accordance with § 223.21, unless the 
note or obligation evidencing the ex-
tension of credit is a security issued by 
an affiliate (in which case the trans-
action must be valued in accordance 
with § 223.23). 

(ii) Purchase of a security issued by an 
affiliate. A purchase from an affiliate of 
a security issued by an affiliate must 
be valued in accordance with § 223.23. 

(iii) Transfer of a subsidiary. A trans-
fer to a member bank of securities 
issued by an affiliate that is treated as 
a purchase of assets from an affiliate 
under § 223.31 must be valued in accord-
ance with paragraph (b) of § 223.31. 

(iv) Purchase of a line of credit. A pur-
chase from an affiliate of a line of cred-
it, revolving credit facility, or other 
similar credit arrangement for a non-
affiliate must be valued initially at the 
total amount of consideration given by 
the member bank in exchange for the 
asset plus any additional amount that 
the member bank could be required to 
provide to the borrower under the 
terms of the credit arrangement. 

(b) Timing—(1) In general. A purchase 
of an asset from an affiliate remains a 
covered transaction for a member bank 
for as long as the member bank holds 
the asset. 

(2) Asset purchases by a member bank 
from a nonaffiliate in contemplation of 
the nonaffiliate becoming an affiliate of 
the member bank. If a member bank pur-
chases an asset from a nonaffiliate in 
contemplation of the nonaffiliate be-
coming an affiliate of the member 
bank, the asset purchase becomes a 
covered transaction at the time that 
the nonaffiliate becomes an affiliate of 
the member bank. In addition, the 
member bank must ensure that the ag-
gregate amount of the member bank’s 
covered transactions (including any 
such transaction with the nonaffiliate) 
would not exceed the quantitative lim-
its of § 223.11 or 223.12 at the time the 
nonaffiliate becomes an affiliate. 

(c) Examples. The following are exam-
ples of how to value a member bank’s 
purchase of an asset from an affiliate. 

(1) Cash purchase of assets. A member 
bank purchases a pool of loans from an 
affiliate for $10 million. The member 
bank initially must value the covered 
transaction at $10 million. Going for-
ward, if the borrowers repay $6 million 
of the principal amount of the loans, 
the member bank may value the cov-
ered transaction at $4 million. 

(2) Purchase of assets through an as-
sumption of liabilities. An affiliate of a 
member bank contributes real property 
with a fair market value of $200,000 to 
the member bank. The member bank 
pays the affiliate no cash for the prop-
erty, but assumes a $50,000 mortgage on 
the property. The member bank has en-
gaged in a covered transaction with the 
affiliate and initially must value the 
transaction at $50,000. Going forward, if 
the member bank retains the real prop-
erty but pays off the mortgage, the 
member bank must continue to value 
the covered transaction at $50,000. If 
the member bank, however, sells the 
real property, the transaction ceases to 
be a covered transaction at the time of 
the sale (regardless of the status of the 
mortgage). 

§ 223.23 What valuation and timing 
principles apply to purchases of 
and investments in securities 
issued by an affiliate? 

(a) Valuation—(1) In general. Except 
as provided in paragraph (b) of § 223.32 
with respect to financial subsidiaries, a 
member bank’s purchase of or invest-
ment in a security issued by an affil-
iate must be valued at the greater of: 

(i) The total amount of consideration 
given (including liabilities assumed) by 
the member bank in exchange for the 
security, reduced to reflect amortiza-
tion of the security to the extent con-
sistent with GAAP; or 

(ii) The carrying value of the secu-
rity. 

(2) Examples. The following are exam-
ples of how to value a member bank’s 
purchase of or investment in securities 
issued by an affiliate (other than a fi-
nancial subsidiary of the member 
bank). 

(i) Purchase of the debt securities of an 
affiliate. The parent holding company 
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